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E TIVE SUMMARY

SBC and Ameritech have met their burden of demonstrating that their merger is in the
public interest. The Commission should grant the pending transfer of control Applications
promptly and unconditionally.

The Applicants have made a public interest showing of unprecedented scope and detail.
The Applications contain a thorough, detailed narrative Public Interest Statement that is
supported by a dozen sworn affidavits from senior officers of the Applicants and numerous
leading economists, and by a wealth of additional data.

The responses to those Applications consist principally of petitions and comments filed
by the Applicants’ actual or potential competitors. These responses fail to undermine our
showing: that the Applicants are well qualified; that the merger is necessary to enable the
Applicants to implement their National-Local and global competitive strategy; that this strategy
will serve both business and residential customers; that this merger also will produce measurable
efficiencies and synergies; and that it will ignite competition nationwide and around the globe,
thereby achieving one of the principal goals of the 1996 Act.

In this opposition to the petitions to deny and reply to the comments that have been filed
in this proceeding (hereafter “Reply”), the Applicants address the issues our competitors and
others have raised, many of which have nothing to do with this merger.

The introductory section reviews the market forces behind the merger, why the
Applicants decided to merge, why the merger is necessary, and the benefits the merger will
produce for competition and for all types of consumers.

The second section answers our competitors’ suggestions that SBC/Ameritech is not

seriously committed to its National-Local and global strategy and that the merger will not result



in numerous synergies and efficiencies. This section reaffirms SBC/Ameritech’s commitment to
that strategy and explains why the strategy could not be implemented without the merger. This
section also reviews the merger-specific efficiencies and synergies. As we have demonstrated,
even if the procompetitive and other benefits of the merger and the Applicants’ National-Local
and global strategy were only realized outside our region — and the in-region effects were
neutral — it would be in the public interest to approve the merger and thereby enable this
strategy to be implemented. However, the benefits of this merger will not be limited to the areas
outside of the combined company’s current service area, and they will not be confined to large
businesses.

The third section discusses specific competition-related issues and answers our
opponents’ claims that the merger would reduce potential competition, adversely affect the
Commission’s regulatory tools, lead to discrimination against other carriers, or have other
adverse competitive effects.

The last two sections review why the Commission should not impose conditions on the
merger, why no evidentiary hearing is needed, and why the merger should be approved.

Finally, this Reply includes two sets of attachments. These consist of eight sworn
affidavits of company officials, economists and others, and two closing appendices. The closing
appendices address certain allegations regarding SBC and Ameritech that have been raised in the
petitions and comments but which, in general, are unrelated to this merger or are the subject of

other proceedings before this Commission, the States or other forums.
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L INTRODUCTION

A. The Telecommunications Marketplace Is
ngi idly And F mentall

In the decade following passage of the 1996 Act, telecommunications markets will grow
more, and change more profoundly, than they did in the century that preceded it. These changes
are being propelled by: (1) fundamental shifts in regulation, (2) dramatic advances in
technology, (3) the globalization of all major markets, (4) increasingly strong economies of
scope and scale and (5) the rapid evolution of customer demand for seamless, bundled, end-to-
end service. This merger is a logical, necessary and pro-competitive response to these
irreversible and widely recognized trends.

Our major competitors, actual and prospective, would understandably prefer to block us
from reacting to these industry-transforming trends, even as they themselves are responding to
these trends vigorously in the marketplace. Accordingly, they ignore, downplay or deny
indisputable market realities in the comments and petitions they have filed with the Commission.
But what they are telling market analysts, shareholders and customers is precisely the same as
what we are telling the Commission: the market is changing fast and fundamentally, and, to
remain competitive, major players must grow and reach outward aggressively into new markets.
Yesterday’s ways of doing business cannot endure.

Deregulation. Across the United States and in much of the rest of the world, the
exclusive franchise has disappeared. The 1996 Act and state law changes ended that franchise
here; most of the rest of the world is doing the same, by way of the WTO Agreement, the
deregulatory initiatives of the European Commission and its member nations, and parallel

initiatives in Asia and South America.



Technology. Data and wireless networks have risen from nowhere to bid for
commanding positions in the marketplace. Formerly separate media and industries are
converging rapidly. Supply and demand for digital bandwidth are doubling every few years.
The Internet alone is a phenomenon whose full implications we have scarcely begun to grasp.

Globalization. On both the supply and the demand side, telecommunications is fast
becoming a global marketplace. The major emerging providers will operate networks that span
the globe. Their major customers will build cars, fly planes, operate banks and sell insurance on
a comparable scale. Major U.S. corporations will either meet the globalization challenge
successfully or surrender their competitive positions to others that meet it better.’

Economies of Scale and Scope. Network industries have always been characterized by
powerful economies of scale and scope. Those economies are growing stronger as the
infrastructure of telecommunications networks becomes ever more dependent on computer
technology, software and the overall management of technical know-how and marketing
knowledge.

Customer Demand. Customers, both large and small, are well aware of the new
possibilities: the industry is thus changing just as fundamentally on the demand side. To begin
with, demand is growing at double and triple-digit rates. The growth is coming principally from
large and mid-size corporate customers, which are knitting together national and global
businesses with digital networks.? It is also coming from small business and residential users,

who are piling new hours of data and wireless usage on top of their traditional, much more

2 See Vice President Gore, Remarks to TransAtlantic Business Dialog (Nov. 7, 1998)
available at LEXIS, Legis Library, Curmnws File.

> See Gilbert/Harris Reply Aff. 9 6, 37-42.



modest demand for landline voice services. Customers of every size are now seeking bundled
services and single-source providers.*

Judging from their actions in the marketplace, our major competitors see these trends
exactly as we do, and are responding to them exactly as we are. The
MCI/WorldCom/MFS/Brooks Fiber/UUNet conglomerate just completed its fourth major
acquisition in less than three years. In multi-page advertisements that have run across the nation
and worldwide, that company declares that it now stands alone in its ability to offer a fully-
integrated, end-to-end package of services over a single global network.” AT&T, which is
following up its acquisitions of McCaw and TCG with the acquisition of TCI and Vanguard

Cellular, has recently announced a joint venture with BT, through which it plans to market

4 See Public Interest Statement at 14; Kahan Aff. § 30; Carlton Aff. § 12; Schmalensee/Taylor
Aff. § 14; Kahan Reply Aff. 9 14-20; Carlton Reply Aff. § 16; Grubman Reply Aff. § 2.
Numerous large corporate customers have submitted comments in this proceeding attesting to the
demand for this type of service and supporting this merger as a means of satisfying that demand.
For example, Shell Oil, which has been a major customer of SBC for years and has even
participated in trials for new services, stated that it “did not even consider SBC in its most recent
solicitation of bids . . . because of SBC’s inability to provide service in certain areas of the
United States.” Letter of Shell Oil Co. See also Letters filed by Abbott Labs, Allegiance
Healthcare Corp., Amoco Production Co., Bank One, ComEd, Compagq, Dresser, Edward Jones,
Emerson Electric Company, Huntington Banks, Levi Strauss & Co., Travelers Group, Ultramar
Diamond Shamrock and the University of Illinois.

5 See, ¢.8., MCI WorldCom two-page advertisement, Wall St. J., Nov. 5, 1998, at B-18-B-19
(“One wholly owned global network. Voila! One seamless global network. Only one company
has it. MCI WorldCom.”) (emphasis added) (“MCI WorldCom two-page advertisement’’); MCI
WorldCom 12-page advertising supplement, Wall St. J., Oct. 1, 1998, at R1-R12 (Kahan Reply

Aff, Ex. 1).

In its advertisements, MCI WorldCom answers the question of “How do we do this?” by
saying “Simple. By building hundreds of . . . networks.” MCI WorldCom two-page
advertisement. The real answer, of course, is that this was accomplished by a succession of
mergers, each of which was approved by this Commission. In addition, in saying that it can
serve everyone, everywhere, MCI WorldCom concedes that this includes the states served by
SBC and Ameritech. See also Gilbert/Harris Reply Aff. § 7.



aggressively BT s Concert service,® and is reported to be in active negotiations with Time
Warner and other U.S. cable companies.” Already in control of over 75% of the long distance
presubscribed access lines, AT&T and MCI WorldCom now boast to both analysts and
customers that their local networks serve 90-100 or more cities and can reach 70-90% of all
business subscriber lines.® Sprint has forged an alliance with France Telecom and Deutsche
Telekom and is poised to roll out its new “ION” service nationwide. Bell Atlantic is seeking to
merge with GTE.° And Teligent, with substantial backing from Nippon Telephone & Telegraph,

has launched service in 10 major cities throughout the country, with many more to follow.'?

6 See Rebecca Blumenstein, AT&T Plans to Agressively Market BT’s Concert
Communications Service, Wall St. J., Nov. 11, 1988, at B16 (noting also, “Observers say the
move is long overdue for AT&T, which has seen its growth in the international business market
slow as other global alliances it formed failed to meet expectations. ‘They have already ceded a
lot.” . .. Today’s expected announcement underscores AT&T’s intention to compete vigorously
against the newly combined MCI WorldCom Inc. Just days after the merger was finalized, MCI
WorldCom announced an ambitious initiative to serve international business customers on its

own network, called On-Net.”).

7 Leslie Cauley, AT&T Chairman Presses Cable Firms on Phone Venture, Wall St. J., Nov. 3,

1998, at B19.
®  See, e.g., Grubman Reply Aff. q 3.

®  See Carlton Reply Aff. 14 43-44. The current market capitalization of these entities is
comparable to or exceeds that of SBC and Ameritech. AT&T/TCG/TCI/BT has a market
capitalization of approximately $211 billion, MCI WorldCom stands at $98 billion and
Sprint/France Telekom/Deutsche Telekom stands at $177 billion. By comparison, a combined
SBC/Ameritech would have a market capitalization of $145 billion. Bloomberg, Nov. 11, 1998.

19 See Teligent Press Release, Teligent Laun ervice in First Ten Markets, Vows to Start a
Communications Revolution (Oct. 27, 1998), available at <http://www.teligent.com/templates/
temp_pressrel.asp?content_id=165> (visited Nov. 13, 1998). Teligent has announced that
businesses can now receive “One flat monthly payment. One online bill. Local. Long distance.
Internet. All for up to 30% off.” Teligent full-page advertisement, Wash. Post, Nov. 10, 1998,

at CS.



B. T B ri Merger Is A Response To These Changes

SBC and Ameritech’s decision to join forces in order to be able to pursue their National-
Local and global strategy responds to the same forces that are reshaping every major player in
the industry. In our business judgment, the best interests of our customers, employees and
shareholders cannot be advanced, cannot even be protected, by a strategy of trying to stand still
as a stay-at-home regional player. The new SBC is committed to offer facilities-based
competition for both business and residential customers in 30 of the largest MSAs in the country
outside of their existing service areas.

Our National-Local and global strategy commits SBC and Ameritech to expand quickly
into these new markets. Since filing the transfer of control Applications, we have accelerated
our planned schedule for doing so, impelled by the fast-evolving capabilities and announced
expansion plans of MCI WorldCom, AT&T/TCI and Bell Atlantic/GTE, and by the increasingly
urgent demands of our customers. SBC’s plans currently contemplate installing facilities in most
of these new markets within 1%, years of closing, and fiber within 2 years, much faster than we
planned only a few months ago.'' Key high-level employees have already been assigned to

oversee the plan.'” And we are now considering adding markets in addition to the first 30."

1" gee Kahan Reply Aff. §22. Obviously, this accelerated roll-out will result in consumers
realizing the procompetitive effects of the merger more quickly. See Carlton Reply Aff. Y 39-

42.

' See Kahan Reply Aff. 49 24-25. SBC recently announced the appointment of Stephen
Carter, who has been in charge of serving wholesale customers and interconnection throughout
SBC’s region, as the senior executive in charge of implementing the National-Local Strategy.
His extensive experience with interconnection should be invaluable as SBC becomes a CLEC.
Mr. Carter and his team are actively engaged in numerous activities to plan for the
implementation of the National-Local Strategy. Id. § 25.

¥ See Kahan Reply Aff.  23.



The new SBC is equally committed to install facilities in major international markets, in
pursuit of the business of multinational corporations. These investments will make it easier for
U.S. companies to link up with their foreign facilities, as well as with customers and suppliers in
foreign countries. Only a small number of competitors are likely to emerge with the capabilities
to serve this global market. As we have noted, MCI WorldCom currently claims to serve it
alone. The new SBC is committed to join it, and thus to increase competition in the provision of
services critical to the global prosperity of American business.

Our competitors inform the Commission that SBC and Ameritech do not need to merge
to do all of this, that each company could implement a comparable plan on its own. Their
vigorous efforts to expand and restructure their own businesses demonstrate otherwise. Standing
alone, neither SBC nor Ameritech has the personnel, the customer base or the revenue stream to
implement a competitive strategy of this scope and scale. Standing alone, neither company could
incur the risk and earnings dilution that such a massive expansion entails. Each of MCI,
WorldCom, MFS, Brooks Fiber, AT&T, McCaw, Teleport, TCI, Sprint, France Telecom,
Deutsche Telekom, Bell Atlantic, GTE and others are not going it alone. Mergers and global
alliances make companies larger, but the competitive challenges are growing even faster. As our
competitors all know, it is not possible to be a viable competitor in national and global markets
by building out in small, modest increments over an extended period of time. The critical base
of customers with national and global operations will not give their business to providers who

offer service in just a few markets, with a promise of more to come at some distant date down the

4
road.'

!4 See Kahan Reply Aff. § 21; Gilbert/Harris Reply Aff. 9 58-60.



C. Th fits Of The Merger Are Enormous And Have Been Proven

Qut-of-Region. There can be no doubt that SBC/Ameritech’s National-Local and global
strategy will advance the public interest in 30 major domestic markets outside the 13 states that
the two companies currently serve and in numerous foreign markets.'> The arrival of a robust,
committed new competitor will stimulate the market-opening process. It will offer both business
and residential customers a significant, new, facilities-based competitive choice for a fully-
integrated package of services. If this competition reduces local service rates in the 30 markets
by even one percent, small businesses and residential households alone would save
approximately $118 million annually, with over half of that savings being realized by residential
customers.'® The merger will make the long distance market and the market for bundled services
more competitive as well. And it will establish a strong, new U.S.-based international carrier.
These benefits alone are fully sufficient to establish that the merger is in the public interest.

A number of our opponents — our competitors notably among them — complain that the
National-Local Strategy focuses too much on large business customers.'’ Yet if there is one
thing that clearly distinguishes our competitive plans from those of most of our opponents, it 1s
our balanced commitment to pursue mass market customers as well as large and mid-size

businesses.'® SBC and Ameritech have determined they can profitably serve residential and

'S See Carlton Reply Aff. §9 57-59 (describing how a new participant can have a strong
procompetitive impact in the emerging market for nationwide bundled services and can result in

significant consumer benefits).

'¢ Carlton Reply Aff. § 58 n.53.

'7 See AT&T at 36; Consumer Coalition, Baldwin & Golding Aff. § 12; Sprint, Besen Decl.

at 17, Hayes Decl. at 24; McLeodUSA at 4; CoreComm Newco at 12-14; Focal Communications
at 11; Hyperion Telecomm. at 7-§8; Level 3 Communications at 5. But see Citizens for a Sound
Economy Foundation at 25-27; Communications Workers of America at 4.

'8 See Public Interest Statement at 15-16, 21-22.



small-business customers'® alongside the anchor tenants, the large and mid-size business
customers. Our recent research reveals that a significant percentage of residential and small
business customers are within reach of the first out-of-region offices that the merged company
plans to equip with switches and fiber.”’ Building these offices will give the new SBC direct
access to a large base of residential and small business customers. Unlike our major competitors,
we have learned how to provide innovative, low-cost services to all customers, including low-
income households. Our National-Local Strategy commits us to doing so. We will deploy 60
switches to serve large and mid-size businesses; we will deploy an additional 80 switches to
serve the mass market.”! We are committed to offering service to a majority of the mass-market
customer segment. SBC’s research shows that the percentage of “high-use” customers does not
vary much across income levels.”> We aim to capture approximately 4 percent of this segment of

the market within just a few years.®

' While in general the cost of providing basic local residential service on a stand-alone basis
exceeds the rates that can be charged for it, Gilbert/Harris Reply Aff. 9 76-77, the Applicants
have determined they can profitably serve out-of-region residential customers through bundled
packages. See Kahan Reply Aff. Y 29-33; Carlton Aff. § 9; Gilbert/Harris Reply Aff. 4 74. In
fact, small business and residential services contribute 33 percent of the revenue the National-
Local Strategy is expected to generate by its fifth year and contribute 22 percent of the estimated

value of the plan. See Carlton Reply Aff. 4 83 n.72.

20 See Kahan Reply Aff. 9 29-33; Notice of Ex Parte Presentation from Wayne Watts,
General Attorney and Assistant General Counsel, SBC Communications Inc., to Magalie Roman
Salas, Secretary, Federal Communications Commission (October 6, 1998) (“SBC October 6,
1998, Ex Parte Letter”).

2l Ppublic Interest Statement at 15-16.

2 See Kahan Reply Aff. 99 30-31. For example, as that affidavit reveals, 17.1% of houscholds
with incomes in the range of $15,000 to $24,999 are “high-users,” while 18.9% of the
households with incomes of $100,000 to $119,999 are “high-users” (i.¢., households that spend
over $48/month).

2 See Public Interest Statement at 15-16; Kahan Aff. § 63. This projection represents only the

Applicants’ share of the newly competitive local exchange market for residential and small
(Footnote continued on next page)



For example, Attachments 12 and 13 to the Kahan Reply Affidavit consist of maps that
show representative plans for our entry into the Washington, D.C. and Tampa, Florida markets.
The maps show the locations of large business customers to be targeted, the planned and existing
facilities to be used, and the areas where mass market customers, including both low-income and
minority households, are concentrated. The new SBC is firmly committed, and strongly
motivated, to provide service, including innovative new products and services, to residential
customers at all income levels.**

Ours was thus the first viable, publicly announced commitment to provide facilities-based
competitive service to residential customers on a broad scale out-of-region. We are not the ones

who are focusing our efforts on large business customers — that is the business strategy of our

main competitors.”’

(Footnote continued from previous page)
business customers. Other new competitors, particularly the IXCs, are also expected to gain

substantial market share at the expense of the ILECs.

% Since the new SBC will have both the incentive and the ability to serve low-income
households, concerns about “red-lining,” see Edgemont Neighborhood Coalition at 3-5, are
misplaced.
25 See Public Interest Statement at 20; Carlton Aff. 9 36. For example, MCI WorldCom’s
advertising concentrates on its large business offerings. See, e.g., MCI WorldCom 12-page
advertising supplement, Wall St. J., Oct. 1, 1998, at R1-R12 (Kahan Reply Aff. Ex. 1). (“We
can handle more than half of American business’s local calling needs in the U.S. alone.” “MCI
WorldCom’s network lets global businesses have one company for all their voice and data
services, wherever they do business.”). Likewise, AT&T’s joint venture with BT and its merger
with TCG both reflect its focus on large business customers. See AT&T/BT Press Release,
T T 10 Billion Global Venture to Serve Customers Around the World
(July 26, 1998), available at <http://www.att-bt-globalventure.com/news/index.html> (visited
Oct. 13, 1998) (describing how two of three business units will exclusively serve multinational
businesses while the third will develop and manage the carriers’ international correspondent
relationships for business and residential customers alike). Likewise, press releases recently
issued by Hyperion Telecommunications (along with MediaOne) and Level 3 Communications
illustrate those companies’ focus on business customers. See Hyperion Communications Press
Release, ion Communications to Acquire Business Telephony Interests in Jacksonville and
(Footnote continued on next page)
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In-region. As evidenced by the many congressional letters filed in this docket,” this
merger will also advance the public interest in-region. And in-region, too, residential customers
will be numbered among the most important beneficiaries.

To begin with, the merger will enhance our ability to innovate, compete and improve our
products and service in the 13 states SBC and Ameritech already serve. In-region local
customers will enjoy the benefits of the numerous synergies and efficiencies that the merger will
cause. By unifying procurement for both their wireline and wireless operations, SBC and
Ameritech will be able to buy and deploy new equipment at lower cost. We will realize
significant economies by consolidating operations: marketing, new product development,
advertising, research and development teams and real estate management. The merger will

enhance our joint ability to develop and quickly bring to market new products and services.”’

(Footnote continued from previous page)

Richmond From MediaOne (Nov. 4, 1998), available at Westlaw, 11/4/98 PR Newswire
21:14:00 (““Hyperion can focus on its core competencies in the business arena.’”); Level 3
Communications Press Release, Level mmunications Launches San Francisco Facility;
Level 3 Expects to Have Operations in 12-15 Cities by Year-End (Oct. 26, 1998), available at
<http://biz.yahoo.com/prnews/981026/co_level 3 2.html> (visited Oct. 29, 1998) (“Level 3 has
announced it will construct local city networks directly serving businesses in 25 U.S. cities
within the next three years.”); Teligent full-page advertisement, Wash. Post, Nov. 10, 1998,
at C5 (“Teligent is changing the way you manage your company’s communications expenses
forever.” While Teligent says it will also serve “small and mid-sized companies,” there is no
reference to residential customers.) (emphasis added).

¢ See Letters by Reps. Jesse Jackson, Jr., Bobby Rush, John Shimkus, Rob Blagojevich, Jerry
Weller, Tom Ewing, Danny Davis, John Porter and Ray LL.aHood of Illinois; Reps. Lee Hamilton
and Edward Pease of Indiana; Rep. Jim Barcia of Michigan; and Reps. Paul Gillmor, John

Boehner, Tom Sawyer, Steven LaTourette, Michael Oxley, Ted Strickland and Bob Ney of Ohio.

27 For example, when PacBell announced the deployment of ADSL in California, State Senator
Steve Peace explained:

I applaud Pacific Bell’s commitment to accelerate deployment of

this advanced telecommunications infrastructure on behalf of

California businesses and consumers . . . This is truly the

technology that California needs to remain competitive in the 21st
(Footnote continued on next page)
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For example, based on the SBC/Telesis experience, consumers can expect greater network
reliability, improved access to service representatives, accelerated repair intervals, broader
channels to purchase services and accelerated product introduction schedules.”® We will
implement the best ideas and practices throughout the company.

Most importantly, our National-Local Strategy will allow us to compete to keep a base of
large and mid-size business users on our in-region networks. It is critical for us to be able to
compete for these customers who are responsible for a very large and disproportionate share of
telecommunications revenues.”’ We are, and will be, able to provide low-cost, universal service
to residential users over state-of-the-art networks only to the extent those networks continue to
be shared with anchor business tenants. If we fail to implement our National-Local and global
strategy, our anchor tenants will fall away, year by year, leaving our small business and
residential users to shoulder the high fixed costs of maintaining and upgrading our networks on
their own. Such an outcome is plainly contrary to the public interest and inimical to this

country’s long-standing national policy to spread network costs and promote affordable service

(Footnote continued from previous page)
century, for it has social, educational and business applications that

benefit each and every one of us.

See SBC Press Release, nication nces Br ADSL Deplo nt Across
California (May 27, 1998) available at <http://www.sbc.com/News/Article.html?query type
=article&query=19980527-02> (visited Nov. 4, 1998).

Kaplan Reply Aff. passim.

¥ See Grubman Reply Aff. § 5; Kahan Aff. Y 13-15 (the top 1 percent of business customers
of Southwestern Bell Telephone Co. (“SWBT”) generate 18 percent of SWBT’s revenues —
revenues which are used to cover the common costs of the networks used by the remaining 99
percent of SWBT’s customers). The concerns expressed by the Michigan Consumer Federation
and Parkview Areawide Seniors are therefore misplaced. Residential customers will benefit, not
suffer, from the merger, even if it does not result in a rate reduction in the Ameritech states. See
Michigan Consumer Federation at 7, 11; Parkview Areawide Seniors § 4.
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to mass market customers. Implementing our strategy will allow us to continue to fulfill that
policy by enabling us to compete more effectively to keep a share of large and mid-size users on
our networks.

Jobs. Job creation is an additional significant public benefit of the merger.’® In-region
and out, the merger will permit us to create thousands of new, high-quality and well-paid jobs —
which is why the largest union of telecommunications workers in the country strongly supports
this merger.”' And the competitive impacts of the merger will have positive effects across the

economy. A recent study for the California Manufacturers” Association, for example, predicted

3% Again, as comments submitted by Members of Congress attest, job creation — such as the
over 2000 new jobs created in California by the SBC/Telesis merger — is a significant public
benefit. See note 26 above. In his May 10, 1998 letter to Ameritech Chairman Notebaert, SBC
Chairman Whitacre, with the full support of SBC’s Board of Directors, made various
commitments regarding actions to be taken by the new SBC following the merger. Among other
things, such as maintaining Ameritech’s charitable contributions, community activities and
support for economic development and education, Mr. Whitacre pledged that the new SBC will

insure that, as a result of the merger, employment levels in

[Ameritech’s] five state region will not be reduced due to this

transaction and, in fact, as we discussed this transaction is based on

growth and we fully expect employment levels to increase as a

result of the merger.
' Communications Workers of America at 6-10. (“The emphasis on job-growth and business
expansion in the SBC/Ameritech merger contrasts vividly with so many other mergers which
focus on . . . firing workers.””) Other supporting comments have also focused on job creation.
See Letters filed by the NAACP Illinois State Conference of Branches, the NAACP Indiana
State Conference, the Indianapolis Urban League, the Indiana Chamber of Commerce, the Ohio
Conference of NAACP Branches, the Cleveland Branch of the NAACP, the Wisconsin
Economic Development Ass’n, Inc., the Wisconsin State NAACP Conference of Branches, the
Milwaukee Urban League, Forward Wisconsin, the National Association of Commissions for
Women, the League of United Latin American Citizens and the National Latino
Telecommunications Task Force.
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that “640,000 new jobs and an increase of more than $200 billion in gross state output by 2001~
will result from the broad deployment of services such as PacBell’s ADSL.’ 2

New Competitive Entry in the SBC/Ameritech Territory. We fully expect that our out-
of-region expansion will ignite competition for both business and residential customers within
our region. By their actions, if not their words in this proceeding, our competitors have already
confirmed that it will. Our out-of-region expansion will put the combined company in head-to-
head competition with all major interexchange carriers and incumbent local carriers. These
companies will be forced to respond in kind, because they will face the same business peril that
SBC and Ameritech now face — the progressive loss of key business customers whose revenues
are essential to support the high fixed costs of deploying and upgrading networks.” And when
we make mass market customers a pillar of our competitive strategy, our competitors will have
to follow suit or risk losing that large additional pool of revenue. AT&T/TCI announced their
plans to merge soon after we announced ours. Bell Atlantic/GTE followed soon after that. Both
companies promptly informed the Commission that through their mergers they would intensify

their efforts to compete in SBC’s and Ameritech’s region.**

32 See CMA Press Release, A Takes Iead in Introduction of High-Speed Internet
Technology (May 27, 1998), available at <http://www.camfg.con/news/may/pr055.htm]>
(visited Nov. 5, 1998).

3> Public Interest Statement at 24-25; Kahan Aff. 4 86, Carlton Aff. 9 10; Schmalensee/Taylor
Aft. § 16; Gilbert/Harris Aff. q 28; Carlton Reply Aff. § 72-79 (presenting the economic theory
that describes the motivations behind such responsive entry and noting that the Bell
Atlantic/GTE merger is the first such competitive response).

* Seelnr Bell Atlanti . for Consent to Transfer of Control, Application
for Transfer of Control, CC 98-184, at 6 (filed Oct. 2, 1998) (“BA/GTE Application for Transfer
of Control””) (“With its local telephone facilities broadly dispersed throughout the United States,
GTE is the ‘enabler’ that will allow Bell Atlantic to attack other Bell company strongholds
across the country.”), BA/GTE Application for Transfer of Control, Public Interest Statement

at 1-2 (including Los Angeles, San Francisco, San Diego, Dallas-Fort Worth, Houston, Chicago,
(Footnote continued on next page)
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A Strong National Competitor on the Global Stage. Telecommunications has long been

recognized as a strategic asset, essential to U.S. national and international interests. This merger
will strongly serve the national interest by adding one more viable U.S. player to the small group
of contenders that can seriously aim to compete on a global scale.

The Commission has recognized that large national and transnational business customers
occupy a discrete market “of worldwide geographic scope.”™ Companies are emerging to serve
this global market. But as the Commission has also found, the market will necessarily be limited
to “only a handful of major competitors world-wide.”*® Even the largest telecom companies

have demonstrated that “going it alone is not a serious option.”*’” Major industry analysts agree

(Footnote continued from previous page)
Cleveland and Indianapolis as “most attractive” target markets); Statement of Mark J. Mathis, Sr.

Vice President Regulatory, Bell Atlantic, before the Public Utilities Commission of Ohio

(Nov. 4, 1998) (the Bell Atlantic/GTE merger will result in aggressive competition in Ohio
(particularly Cleveland and Cincinnati)); In re Tele-Communications, Inc., AT&T Corp.,
Application for Authority Pursuant to Section 214 of the Communications Act of 1934, as
amended, for Transfer of Control of Authorizations to Provide International Resold
Communication Services, CS Docket No. 98-178, at 38-40 (filed Sept. 14, 1998) (describing
plans to upgrade TCI’s network to provide services that compete with incumbent LECs)
(“AT&T/TCI Application for Transfer of Control”). TCI operates cable facilities in each of the
13 states served by SBC and Ameritech.

33 rger of municati ritish Telecomm pl¢e, Memorandum
Oplmon and Order, 12 FCC Rcd 15351, 9 56 (1997) (“MQIZBT ) (citing In re Request of
MCI Communications Corp. and Briti sb Telecomm plc, Declaratory Ruling and Order, 9 FCC

Red. 3960, 9 51 n.98 (1994) (“MCI/BT I”); In re Sprint Corp., Declaratory Ruling and Order, 11
FCC Rcd. 1850, q 84 (1996)); see also Gilbert/Harris Reply Aff. q 6.

* MCIBTII 1991, 130.

37 Sir Peter Bonfield, CEO, BT, Speech (July 26, 1998), available at <http://www.att-bt-
globalventure.com/news/bonfield.doc> (visited Nov. 5, 1998) (“If you want to be a successful
player in the global market, going it alone is not a serious option.”). See also AT&T and BT,
Background to the Venture, available at <http://www.att-bt-globalventure.com/about/
index.html> (visited Oct. 31, 1998) (“despite the overwhelming range of products and services
available in the telecommunications market, no single company is meeting the needs of the most
demanding set of customers, namely the Multi-national companies (MNCs) whose business is

truly global.”); MCI WorldCom September two-page advertisement, Wall St. J., Sept. 16, 1998,
(Footnote continued on next page)
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with that conclusion.”® All serious contenders have formed international partnerships in their
attempts to serve the global market. By and large, however, partnerships have not worked;*’
providing truly global, seamless services ultimately requires resources and facilities of national
and global scope.

The new SBC will rank among the small number of enterprises with the resources, scale
and international presence to compete on a truly global scale. And it will certainly be one of the
few U.S. companies in this market. The globalization of the new SBC’s business will thus

benefit U.S. consumers and workers and will improve national competitiveness across the board.

(Footnote continued from previous page)
at A12-13 (the benefits MCI WorldCom offers businesses “could only be accomplished by
merging WorldCom and MCL.” “No one company could effectively bring together the patch-

work of networks and technology.”).

®  Grubman Reply Aff. | 7 (“[t]he SBC/Ameritech merger is absolutely necessary for the new
SBC’s National-Local Strategy”); Guy Woodlief and Michael D. Carruthers, Prudential
Securities, SBC Merger with Ameritech Positions SBC to Be a Truly National Player, May 12,
1998 (“We believe successful telecom carriers of the future will necessarily have the ability to
provide corporate customers with voice and data services nationally and internationally, and this
merger is an important step in that direction for SBC.”); S.M. Passoni, SG Cowen Securities
Corp., Telecom — RHCS Offer Compelling Value, Investext Report No. 2606297, at *5
(July 31, 1998) (“With industry leaders such as WCOM competing on a global basis, the scale
and scope of this most recent merger will enable SBC to continue as a key telecom player on a
global basis.”); M. Lambert, Merrill Lynch Capital Markets, Sector Comments,
Telecommunication: UK, Investext Report No. 2714626 (Aug. 6, 1998) (“The emergence of
WorldCom and the BT/AT&T jv . . . pose a threat to other telcos with major or global ambition
and the telcos will need to respond to the challenges being laid down.”). See alsg note 44 below.

* For example, the Wall Street Journal recently reported that when Reuters hired GlobalOne
to provide a high-speed data network between Paris and Frankfurt, the link did not work because
certain equipment on Deutsche Telekom’s network was incompatible with equipment on the
French end. G. Naik, AT&T-BT Alliance Faces Bevy of Rivals, Wall St. J., July 28, 1997, at
B6. Cable & Wireless has had difficulties in linking the networks of the 34 foreign countries in
which it owns an interest; the FCC has noted that this has “complicated” Cable & Wireless’s
ability to provide global seamless services. As the FCC notes, Cable and Wireless’s “business
units vary greatly with respect to size, structure, and culture, thus complicating the provision of
global seamless service.” Federal Communications Commission, International Bureau, Global
mmunication Alliances Report at 9 (Feb. 1996).
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The merger will reduce costs and provide both U.S. consumers and businesses quality end-to-end
communications systems, accelerate competition in the global market (in telecom as well as

other industries), create jobs, benefit business and further the Commission’s policies by, among

other things, driving down accounting rates.*

* ok ok kX

In sum, the competitive implications of the SBC/Ameritech merger must be judged in
light of today’s and tomorrow’s market realities, not yesterday’s. Those implications must also
be judged in light of the wholesale restructuring of our major competitors, including
MCI/WorldCom/MFS/Brooks Fiber/UUNet, AT&T/McCaw/TCG/TCI/Vanguard,
Sprint/Deutsche Telekom/France Telecom, Bell Atlantic/GTE and others.

Certainly, the suggestion that this merger might somehow recreate the old Bell System,
or even half of it, cannot be squared with actual market trends. Prior to divestiture, the old
AT&T served over 80% of all lines and collected 85% of all local exchange revenues throughout
the country under a legally exclusive franchise;"' it controlled approximately 90% of the long-
distance market;* it had a substantial share of the equipment market; it was characterized by a

century of closed networks, closed interfaces and bundled services — all with official

% See Public Interest Statement at 27-33; see also Communications from the Commission to
the European Parliament, Council, Economic and Social Committee and Committee of the

Regions, First Monitoring Report on Universal Service in Telecommunications in the European

Union (1998), available at <http://www.ispo.cec.be/infosoc/telecompolicy/en/unisrvmain.doc>
(visited Nov. 9, 1998) (opening the telecommunications sector had ““a direct impact on growth,
job creation and competitiveness in the whole of the economy whilst at the same time securing
and advancing the interests of citizens in every part of the Union.”).

*' United States v. American Telephone and Telegraph Co., 524 F. Supp. 1336, 1347 n.33

(D.D.C. 1981).
* Federal Communications Commission, Common Carrier Bureau, Industry Analysis

Division, Long Distance Market Shares; Second Quarter 1998 at 11 (Sept. 1998).
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government protection behind it. SBC/Ameritech, by contrast, will serve substantially fewer
local access lines nationwide. The company’s franchise will not be exclusive at all. Its local
networks will be unbundled pursuant to new, detailed and pro-competitive statutory standards.
The new SBC will compete directly against other large incumbent LECs out-of-region,
particularly Bell Atlantic/GTE, which has likewise announced aggressive plans to compete in
our markets.* SBC/Ameritech will not be in manufacturing. It will square off against a
burgeoning wireless industry and a reinvented, digital cable industry. It will compete in global
markets against larger global competitors, all of whom will be scrambling to deploy all-new
digital technology at enormous expense. In the market now emerging, virtually every consumer
will have a choice of at least 4 to 6 major carriers that offer a full range of wireline and wireless,
local and long distance voice, data and other services, nationally and worldwide. The old Bell
Systems cannot possibly reemerge from this competitive market.

For these reasons, the Commission should embrace this merger and, promptly and
unconditionally, grant the transfer of control applications so that customers, not regulators, will

pick the winners and losers in this new marketplace.

> For this reason in particular, any suggestion that the SBC/Ameritech and Bell Atlantic/GTE
mergers will simply create AT&T West and AT&T East, neither competing against the other, is
unfounded. These mergers will intensify, not diminish, BOC against BOC competition.
SBC/Ameritech’s 30 market plan includes a number of markets in the Bell Atlantic/GTE
territories. Bell Atlantic/GTE has promised similar entry into SBC/Ameritech’s region. In
addition, there will be vigorous competition from the IXCs and numerous CLECs.
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IL. THE CHALLENGES TO THE BENEFITS
OF THE MERGER ARE WITHOUT MERIT

A. The Merger Opponents’ Attacks On The
National- lobal Str re N redible

In the new marketplace, our major competitors are scrambling to do precisely what SBC
and Ameritech propose to do: compete nationwide and around the globe.** But they recognize
that if they are able to beat SBC and Ameritech in front of regulators, they will not have to beat
us in the market. Accordingly, they argue to the Commission that: (1) SBC/Ameritech’s
National-Local Strategy is not for real; and (2) even if the strategy is for real, the merger is not

needed to implement it. Neither of these contentions has merit.

* Our competitors’ public statements regarding their ability to offer packaged services for
multi-location customers leave no doubt on this score. AT&T stated upon merging with TCG
that “TCG’s services enhance AT&T’s ability to provide integrated end-to-end services for large
and small business customers. AT&T will offer single points of contact for local and long-
distance services and customer care, enterprise solutions for businesses with multiple locations,
volume discounts across services and an integrated bill for customers who want it.” See AT&T
Press Release, AT&T Completes TCG Merger; TCG Now Core of AT&T Local Services
Network Unit (July 23, 1998), available at <http://www.att.com/press/0798/980723.chb.htm>
(visited Oct. 31, 1998); see also Kahan Reply Aff. 99 7-8 (AT&T advertisements); Carlton Reply
Aff. § 11. Sprint also has made similar statements, touting its new ION service as allowing it to
“handle all of a company’s communications needs . . . voice, long distance, video, Internet, data
transfer . . . through a single integrated connection at blazing speeds.” See Sprint Press Release,
Sprint Ion Announcement — Remarks Delivered by William T, Esrey (June 2, 1998), available
at <http://www sprint.com/ sprint/press/releases/9806/9806020589.html> (visited Oct. 31, 1998).
Approximately 2 weeks later Sprint announced that it had “secured key network access
agreements with Southwestern Bell . . . and Ameritech,” among others, which will enable it to
“deliver unprecedented communications capabilities to large businesses in Chicago . . . Dallas,

Houston and Kansas City.” Sprint Press Release, Sprint Announces Network Agreements with
Local Phone Companies for Initial Rollout of Revolutionary New Services (June 17, 1998),

available at <http://www.sprint.com/sprint/press/releases/9806/9806170591.html> (visited
Nov. 13, 1998); see also Kahan Reply Aff. §{ 5-6 (citing third party evaluations of MCI
WorldCom); Carlton Reply Aff. 9 8-10, 12-13.
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1. SBC And Ameritech Are Committed To

Implementing The National-Local And Global Strategy

A number of our opponents, AT&T and Sprint most notable among them, suggest that
our National-Local Strategy is a mere ruse, concocted for the Commission.*> They are wrong.
SBC did not invent the National-Local Strategy to justify merging with Ameritech; it was the
strategy that came first, and the plan to merge that followed.*°

SBC’s Board of Directors did not approve the merger as an end in itself. The Board
approved it as necessary for the company’s pursuit of its National-Local Strategy. The merger
will indeed allow us to realize significant in-region savings unrelated to the National-Local
Strategy, but the aggregate value of those savings approximately equals the premium to be paid
to Ameritech’s shareholders when they exchange their stock for new SBC stock.*” The merger’s
value to SBC’s current shareholders thus lies entirely in the expected benefits of the National-
Local Strategy. SBC’s Board of Directors approved the merger on precisely that basis —

because it would make possible the ambitious expansion out-of-region that SBC could not

undertake alone.*®

5 See AT&T at iv-v; Sprint at 3, 49; Consumer Federation of America/Consumers Union
at 23; MCI WorldCom at iii-iv, Baseman/Kelley Decl. ] 12, 67-73; Consumer Coalition
at 27-28.

% Kahan Aff. 9 82-85; Kahan Reply Aff. § 12. As Edward Whitacre, SBC’s Chairman and
Chief Executive Officer, stated in testimony before the Senate Judiciary Subcommittee on
Antitrust, Business Rights and Competition shortly after the merger was announced, “[t]he
centerpiece and critical component of this ‘“National-Local’ strategy is our merger with
Ameritech” because that merger “will enable SBC to implement [the] ‘National-Local’ strategy.’
Prepared Testimony of Edward E. Whitacre, Jr., Chairman and Chief Executive Officer, SBC
Communications Inc., Before the Senate Judiciary Committee, Antitrust, Business Rights and
Competition Subcommittee (May 19, 1998) (Consolidation in the Telephone Industry), available
at 1998 WL 11518346.

“7 Public Interest Statement at 42-49; Kahan Aff. q 83.
8 See Kahan Aff. ]9 83-85.

k4
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Since the merger was announced, SBC and Ameritech have repeatedly affirmed their
commitment to this plan to Congress, the Commission, the Department of Justice, the Securities
and Exchange Commission,* state regulators, shareholders, analysts and customers.’  We have
publicly committed to devote enormous resources to it.>! We have emphasized that in light of
how fast the market is unfolding, our National-Local Strategy must be implemented quickly. As
the Commission has recognized in the past, most recently in approving the MCI/WorldCom
merger, the multi-billion dollar commitments of major, publicly-held, regulated companies
should be credited.”

As a practical matter, the merger will not enable either company to follow its major
customers unless it becomes the foundation of the National-Local and global strategy. Our
business managers have concluded, and our experts agree, that those customers demand “near

national” coverage — which is to say, a supplier able to serve at least 70-80% of their needs.”

4 SBC has filed with the Securities and Exchange Commission, for example, a registration
statement under the Securities Act of 1933, as amended, and a proxy statement under the
Securities Exchange Act of 1934, as amended. SBC Communications, Inc., SEC Form S-4 (filed
Oct. 15, 1998) (containing registration statement and proxy statement). Under the Securities Act
of 1933, the matters set forth in such a registration statement must be truthful. 15 U.S.C. § 77k.

** Carlton Aff. § 7; Kahan Reply Aff. 7 11-12.
' Carlton Aff. § 7; Kahan Aff. 4§ 57-58.

2 Thus, in MCI/WorldCom, the Commission declined to accept claims by opponents that the

merged entity would abandon the residential market, in light of commitments from senior

management that the merged company would remain committed to offering residential service.
m, Inc. and MCI Communications Corp. for Transfer of

See In re Applicat r
Control of MCI Communications Corp. to WorldCom, Inc., Memorandum Opinion and Order,

CC Docket No. 97-211, FCC 98-225, 1998 WL 611053, 49 188-93 (released Sept. 14, 1998)
(“MClI/WorldCom”). The statements of SBC’s and Ameritech’s senior management regarding
this strategy in sworn affidavits contrast markedly with AT&T’s filings in connection with its
merger with TCG and its proposed merger with TCI, which did not include such affidavits. See

also Carlton Reply Aff. 4 48-50.
53 Public Interest Statement at 14; Kahan Aff, 9 48; Kahan Reply Aff. 4 16.
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AT&T and MCI WorldCom have been assembling the capacity to do just that.>* Our major
customers back that same conclusion in comments they have submitted to the Commission.”
Standing alone, a company that serves only the thirteen-state service area of the combined SBC
and Ameritech will not begin to meet their needs.>®

All our major competitors have been saying exactly the same thing to the Commission
(when they seek approval of their own mergers), to analysts, and to anyone else who will listen.”’

AT&T’s decisions to merge with TCG and TCI, and to partner with BT, were impelled by the

% Grubman Reply Aff. § 3.

3> See note 4 above. For example, the comments of Emerson Electric Co. (a Fortune 150
company) note that the merger would create a company that could be considered a “preferred
supplier,” but that “[w]ithout the merger they [SBC and Ameritech] are to us both ‘niche’
players, with neither one being of high impact to Emerson.”

¢ See Carlton Aff. 9§ 27-28. As Dr. Carlton explains, at present the two companies
individually offer 70-80%, or “near national,” coverage to only 24 percent of the Fortune 500
companies headquartered in their territories; a merger which did not include the expansion
contemplated by the National-Local Strategy would increase that number only to 33 percent.
Under the National-Local Strategy, the percentage rises dramatically to 81 percent.

5T See note 44 above; see also, ¢.g., AT&T Press Release, AT&T Completes TCG Merger;
[CG Now Core of AT&T Local Services Network Unit (July 23, 1998), available at

<http://www.att.com/press/0798/980723.chb.html> (visited Nov. 4, 1998) (“TCG’s services
enhance AT&T’s ability to provide integrated end-to-end services for large and small business
customers. AT&T will offer single points of contact for local and long-distance services and
customer care, enterprise solutions for businesses with multiple locations, volume discounts
across services and an integrated bill for customers who want it.””); MCI WorldCom Press
Release, WorldCom 1 Merger with MCI (Sept. 14, 1998), available at <http://www.
mciworldcom.com/about_worldcom/press_release/archive/1998/980914.shtml> (visited Nov. 4,
1998) (In announcing the merger MCI WorldCom stated that “[t]he merger creates a new era
communications company providing customers around the world with a full set of data, Internet,
local and international communications services over its own seamless ‘local-to-global-to-local’
network.”); Sprint Press Release, Sprint ION Announcement — Remarks Delivered by William
T. Esrey (June 2, 1998), available at <http://www.sprint.com/sprint/press/releases/
9806/9806020589.htmI> (visited Nov. 4, 1998) (“ION can handle all of a company’s
communications needs . . . voice, long distance, video, Internet, data transfer . . . through a
single integrated connection at blazing speeds.”).

-22.



same assessment of these market imperatives. So were the decisions that culminated in the
creation of MCL/WorldCom/Brooks Fiber/MFS/UUNet.”® So were those that brought about the
Sprint/Deutsche Telekom/France Telecom alliance and Sprint’s plans for a national “ION”
service. So were those that led to Bell Atlantic’s proposed merger with GTE. Twelve-page
inserts in The Wall Street Journal and extensive television advertisements now tout MCI
WorldCom as the only company that can offer large business customers a complete package of
local, national and international capabilities.*

Our plans to compete for the same customers in the same national and global arena are

every bit as serious as theirs.

2. The Merger And The Implementation Of The
National-Local And Global Strategy Are Inextricably Linked

Several commenters argue that SBC and Ameritech could each implement a National-

Local Strategy on its own. But as we explained in the Public Interest Statement: (a) neither
company has a sufficient customer base to support such an expansion on its own; (b) neither
company standing alone has enough experienced managers to commence nationwide operations,

especially not on such a rapid schedule, while continuing to fulfill service and regulatory

% Indeed, the Commission approved the MCL/WorldCom merger in part because the

combination responded to such pressures. See MCI/WorldCom ¢ 199 (“We also find persuasive
Applicants’ assertions that the merger will allow them to service multi-location customers over

their own networks, and that this will enable such customers to receive higher quality and more
reliable services than each company is currently able to offer separately.”).

¥ See MCI WorldCom 12-page advertising supplement, Wall St. J., Oct. 1, 1998, at R4
(Kahan Reply Aff,, Ex. 1) (stating that “you can buy every communication service your business
requires from one company’); see also Kahan Reply Aff. 49 8-10 for further information
regarding the plans of AT&T and Sprint; Carlton Reply Aff. 49 8-17 (explaining how AT&T,
MCI WorldCom and Sprint are pursuing such strategies and describing consumer demand for
such packages); Gilbert/Harris Reply Aff. 49 7-8, 37-42.
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obligations in-region; (c) neither company has sufficient resources to go global on its own; and
(d) neither company acting alone could responsibly incur the risk and earnings dilution that

would result from the implementation of this strategy.

a, The Merger Is Necessary To Create A Sufficient

Customer Base To Follow Into Other Markets

The opportunity underlying our National-Local Strategy, and its economic viability,
depends in the first instance on maintaining relationships with large and mid-size customers
wherever they do business, out-of-region and around the globe. But there have to be enough
customers to follow. No company can afford to deploy new switches and networks in New
York, Miami or Denver to serve a single customer, however large. Facilities-based competition
requires a sufficiently broad base of customer relationships to support large capital

investments.

Of course we will compete for new customers, but it is both rational and prudent for SBC
and Ameritech to count first on expanding geographically to serve customers with whom we
have an existing relationship.®’ The larger the base of existing business customers to follow, the
faster we can expand geographically. And the faster we expand in that dimension, the faster we

will extend competition into small business and residential markets outside our region.

60 Kahan Aff. 11 5, 14.

%' The merger application of Bell Atlantic and GTE confirms the need for such a substantial
customer base, stating: “Bell Atlantic’s business customers from the Northeast provide a legion
of anchor customers — through those businesses’ branch offices — in many cities across the
Nation.” BA/GTE Application for Transfer of Control, Public Interest Statement at 7. Charles
R. Lee, Chairman and CEO of GTE, has publicly stated that expanding out-of-region requires
existing “business customers to build the network, to build the capability, [and] to build the

scale” necessary to succeed. Inre FCC Merger En Bang, Transcript, at 79 (Oct. 22, 1998).
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AT&T incorrectly attributes to SBC and Ameritech the claim that we will not pursue a
National-Local Strategy unless 50% of the Fortune 500 companies are headquartered in-region,
and then it proceeds to challenge this “arbitrary figure.”®* But neither SBC nor Ameritech has
made any such claim. Each company simply concluded that it lacked a sufficiently large
customer base to go national on its own, but that the combined customer base would suffice.®®

For its part, Sprint argues that the location of a customer’s headquarters is not the issue,
that substantial in-region operations are enough.®* Of course that is true. But counting
headquarters is a reasonable shorthand for determining where major customers are located.
Companies with in-region headquarters are the ones with which SBC and Ameritech are most
likely to have established business relationships.®> Sprint does not challenge the basic business

fact that a substantial customer base is an essential predicate to going national and global.

2 AT&T at 39.
63 Kahan Aff. 99 40-41; see also Carlton Reply Aff. § 42.
64 Sprint, Besen Decl. at 9-10.

%5 Kahan Reply Aff. § 27. Sprint also complains that “SBC has failed to establish any link . . .
between being located in the same region as the headquarters of a customer and obtaining that
customer’s telecommunications business.” Sprint, Besen Decl. at 10. It is unclear what this
means, but, to the extent it suggests that having a base of current customers to follow is not
important because a pre-existing customer relationship in-region does not increase the chances of
obtaining the customer’s out-of-region business, the suggestion does not make sense. The fact
that a customer already receives a large amount of services from the Applicants obviously
increases the chance that it will buy from them out-of-region as well, both because doing so
fulfills the need to deal with a principal supplier and because the customer is more likely to
purchase services from a familiar supplier which has already proven itself capable. As noted
above at note 4, numerous customer letters attest to this fact. Indeed, the Signoff Affidavit, on
which Sprint relies to rebut the Applicants’ “follow the customer” strategy, concedes that “the
existence of standing business relationships can be helpful in obtaining additional business from
a customer.” Sprint, Signoff Aff. § 17.
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Sprint’s partnership with Deutsche Telekom and France Telecom is based on the same logic of
assembling a critical, threshold mass of existing customers and facilities.

A number of opponents claim that, absent the merger, SBC and Ameritech each would
separately expand out-of-region, albeit on a more limited scale, and that this limited strategy
would be an equally effective means of obtaining a national footprint.°® But neither Applicant
had plans for an incremental limited out-of-region expansion; to the contrary, both had firmly
concluded that a piecemeal expansion made no business sense.®’ It would be perverse for the
Commission to reject a real and concrete plan to compete in favor of a more limited, hypothetical
approach sketched out by companies whose paramount interest is to limit competition, not

promote it.** Given our competitors’ own recognition that it is essential to have a truly national

%  See AT&T at 41; Consumer Coalition, Baldwin & Golding Aff. § 52; MCI WorldCom at 30,
Baseman-Kelly Decl. § 68; McLeodUSA at 7; CoreComm Newco at 15-16; Focal
Communications at 11-12; Hyperion Telecomm. at 10-11; Level 3 Communications at 10;
Telecomm. Resellers Ass’n at 8. Sprint argues that, if the merger is not allowed, SBC and
Ameritech will expand out-of-region, but since they will “obtain[] fewer customers” they can
deploy fewer of their own facilities, and instead utilize existing facilities. Besen Decl. at 12-14.
No doubt Sprint would like its competitors to “obtain fewer customers,” but that is not in the
public interest, and the Applicants try to base their business plans on obtaining more, not fewer,
customers. AT&T tries to make its attacks on the Applicants’ business plan more palatable by
stating that the Commission should require a consideration of allegedly “less anticompetitive
alternatives.” AT&T at 43-44. There is nothing anticompetitive about our plan to compete in 30
new markets. It is AT&T’s suggestion — that the Commission, rather than the marketplace,
should pick the winners and losers — that is anticompetitive.

67 Public Interest Statement at 58-59, 65-73; Sigman Aff. passim; Osland Aff. passim; Weller
Aff. 99 31-36; Carlton Reply Aff. 9 20-26, 33. See also pages 45-53 below.

% This conclusion applies both to the claim that the Commission should prefer a 15-market
approach over a 30-market approach (even if that were feasible from a business perspective) and
to Sprint’s suggestion that a more limited approach would be preferable because SBC and
Ameritech would likely install fewer facilities of their own. It is clearly not in the public interest
for the Commission to discourage facilities-based entry. See MCI WorldCom at 11; ¢f. Carlton
Reply Aff. 4 26-28, 40-42.
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footprint in order to compete, their arguments make clear only that they want the national market

for themselves.®

b. Neither SBC Nor Ameritech Has Sufficient Personnel
T n The Nati 1-Local And Global Strate

Neither SBC nor Ameritech alone has a sufficiently large base of skilled management
personnel to undertake an expansion of this scope on top of its in-region operations and
obligations — certainly not on any reasonable schedule.”® Even the merged company will have

to hire, train and deploy thousands of new employees dispersed over 30 new markets.”’

5 Sprint claims that large businesses sometimes choose to divide their telecommunications
purchases between different suppliers, so that the Applicants’ claim that they need to offer
themselves as a sole source of supply is suspect. Sprint at 49-50, Besen Decl. at 10-22, Hayes
Decl. at 4, and Signoff Aff. § 11. See also McLeodUSA at 7-8. Sprint’s claims, however, are
carefully hedged. For example, the Signoff Affidavit, on which Sprint relies in support of its
claim that some large customers want multiple suppliers, concedes that “[o]f course, some
buyers do want sole source contracts,” and it “agree[s] with Mr. Kahan that one-stop shopping
will in the future become more important to customers.” Sprint, Signoff. Aff. §{ 14, 16. While
AT&T also challenges the Applicants’ belief that they need to be able to provide 70-80%
coverage for their largest customers, its sole argument is that the Applicants failed to provide
more detail about the four instances in which SBC could not compete for the business of three
major companies (J.C. Penney, Kerr-McGee and ARCO) because of its limited geographic
coverage. AT&T at 40. Although AT&T complains that “SBC did not even respond to the
RFPs issued by two of the Companies,” that is precisely the point; SBC did not respond because
it could not meet the customers’ requirements due to its geographic restrictions. Carlton Aff.

9§ 19. Sprint understands this; it concedes that the “instances in which SBC was unable to
respond to RFPs due to its limited geographic coverage may explain why SBC must provide
service in many markets. . . .”” Sprint, Besen Decl. at 14,

7 See Kahan Aff. 99 77-78; Kahan Reply Aff. 49 41-42; Weller Aff. § 33. The scope of this
problem is discussed in detail by Dr. Carlton; as his affidavit shows, if SBC attempted to
undertake the National-Local Strategy alone it would require 16% of its current managerial work
force. The corresponding figure for Ameritech is 36%. By contrast, the plan would require the
equivalent of only 8% of the managerial work force of the combined companies. See Carlton

AT, 99 33-34 Table 2.

' Kahan Reply Aff. § 41. Some of the claims of our competitors that this is an easy task
border on the ludicrous. For example, e.spire claims that it “itself has built 32 state-of-the-art
fiber optic networks in the past five years” so it is “inconceivable that neither SBC nor

Ameritech could accomplish this on their own.” e.spire Communications at 12. These “state-of-
(Footnote continued on next page)
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AT&T casually declares that SBC/Ameritech will not draw on any current management
personnel and that the new out-of-region operations will depend entirely on new hires.”> This is
not true. SBC/Ameritech will employ over 8,000 people to implement the plan. Like many
other firms, SBC has a policy of staffing new ventures with substantial numbers of current
employees, especially current managers with demonstrated skills and ability.” Efficiencies from
the merger will free up a significant number of experienced managers, and they will take charge

of our out-of-region expansion.

c. ring A Global Footprint Is Critical
AT&T alone questions the global aspects of the merger. AT&T asserts that SBC’s
approximately $3 billion in foreign investments and Ameritech’s foreign investments, valued at

approximately $8 billion, already “position” each company to compete alone in the global

(Footnote continued from previous page)

the-art” networks, however, are often quite small. e.spire’s Amarillo, Texas and Baton Rouge,
Louisiana networks consist of only one route mile, and half of all of e.spire’s networks are five
route miles or less. Seg¢ New Paradigm Resources Group and Connecticut Research, 1998 CLEC
Report, Carrier Profile: American Communication Services, Inc. at 15 (1998) (e.spire was
formerly named American Communications Services, Inc.). In fact, the National-Local Strategy
will require more employees than any other CLEC operation to date. Kahan Reply Aff. § 42.

2 See AT&T at 42-43. Other opponents simply argue that SBC and Ameritech already have
substantial managerial reserves; see, ¢.g., McLeodUSA at 6-7, 42-43; CoreComm Newco at 15;
Focal Communications at 9; Hyperion Telecomm. at 9-10; Level 3 Communications at 8-9; MCI
WorldCom, Baseman-Kelley Decl. 4 80 n.41. Even on a combined basis, these managers are
now responsible for only 20 of the 50 largest MSAs, while the National-Local Strategy covers 50
of the largest. Neither company acting alone can shoulder that expansion burden. Ironically, the
concemn of the Illinois consumer and government intervenors was exactly the opposite of
AT&T’s — that many existing employees will be used to support the National-Local Strategy,
taking talented workers away from Ameritech’s Illinois network. See Inre SBC
Communications, Docket No. 98-0555, Direct Testimony of Charlotte F. Terkeurst, GCI Ex. 2.0
(I1l. Commerce Comm’n Oct. 28, 1998). Clearly, that concern would be possible only if (i) they
believe the National-Local Strategy will be implemented, and (ii) they believe it will require
substantial resources to implement. Regulators should not be determining such staffing matters.

7 Kahan Aff. q 78; Carlton Aff. § 32; Kahan Reply Aff. q 41.
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market.”* AT&T purports to complete its analysis of the global logic of this merger by counting
the countries in which SBC and Ameritech have already each made investments.

SBC currently holds minority direct investments in foreign telecommunications
companies in ten countries in Europe, and Ameritech has investments in four such companies.”
The two companies together have direct and indirect telecom and non-telecom interests in over
40 countries. Those holdings and investments do indeed offer a good springboard for global
expansion. They offer a combined SBC/Ameritech some reasonable hope of being able to
compete seriously against the AT&T/BT global venture, which will serve 237 countries and
territories, over a backbone managed network of 6000 nodes in 52 countries.”®

AT&T sings a very different tune when discussing its own — far larger — alliance with

BT.”” That venture will “accelerate efforts to bring accounting rates down, lowering prices,

7 See AT&T at 45-46.

7> See SBC, 1997 Annual Report at 8. AT&T’s citation to “more than 40 countries” in
Ameritech’s 1997 10-K to support its claim that Ameritech is already “positioned”™ to be a global
competitor is an “apples to oranges” comparison. AT&T at 44-45. The reference to 40 countries
in Ameritech’s 10-K reflects Ameritech’s direct and indirect telecom and non-telecom
investments. Ameritech holds direct telecom investments in four countries — Hungary,
Belgium, Norway and Denmark. See Kahan Aff. § 66; Ameritech, International Profile,
available at <http://www.ameritech.com/corporate/international> (visited Nov. 8, 1998).
Although these direct investments account for a small percentage of countries where Ameritech
holds combined telecom and non-telecom investments, they account for 98 percent of
Ameritech’s international investments.

® " Sir Peter Bonfield, CEO, BT, Speech (July 26, 1998), available at <http://www.att-bt-
globalventure.com/news/bonfield.doc> (visited Nov. 5, 1998). The AT&T/BT global venture
will also include “undersea cable systems, cable stations, and earth stations throughout the world,
as well as customer service and network operations/management centers in the US, Europe, and

Asia Pacific regions.” Id.

77 BT alone has a market capitalization in excess of £ 50 billion and foreign operations in more
than 30 countries worldwide, with joint ventures in Ireland, France, Switzerland, Spain,
Germany, Italy, the Netherlands, Sweden, New Zealand, Japan, Singapore, Malaysia and India.
See AT&T and BT, BT: Historical Perspective, available at <http://www.att-bt-

globalventure.com/about/history _bt.html> (visited Oct. 22, 1998); BT, Daily Share Price
(Footnote continued on next page)
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stimulating international calling and creating new businesses and new jobs.””® That venture will

“significantly reduc[e] costs and improv[e] quality to customers worldwide.””® That venture
“can help accelerate competition around the globe . . . .” That venture will “help to reduce the

price of international calls.”® Perhaps that venture will indeed do all those good things. But it

(Footnote continued from previous page)

(Nov. 12, 1998) available at <http://www.hemscott.com/EQUITIES/company/price/
pri01281.htm> (visited Nov. 13, 1998). Even before the AT&T/BT combination, BT had
entered into alliances with French, German, Italian, Dutch, Spanish, Swedish and Swiss firms,
acquired an equity interest in one of the largest New Zealand telecommunications companies
and, most significantly, established (with MCI, whose interest it will now purchase), Concert, an
international consortium intended to offer multinational customers telecommunications services
in 50 countries and over 800 cities. Concert Press Release, About Concert: Advanced
Communications, available at <http://www.concert.com/ ab.asp> (visited Nov. 6, 1998); BT,
Annual Report and Accounts 1998, available at <http://www.bt.com/world/corpfin/shareholder>
(visited Nov. 6, 1998). AT&T had already established World Partners, an alliance with
Singapore Telecom, Kokusai Denshin Denwa Co. (Japan), and Unisource, with non-equity
participants including Indosat (India), Telekom Malaysia, Communications Authority of
Thailand, CHT-1 (Taiwan), Telebras (Brazil), Bezeq (Israel), Telstra OTC (Australia), Korea
Telecom, Telecom New Zealand, Hong Kong Telecom and Unitel (Canada) providing
telecommunications services to customers in thirty-three countries. Telstra/WorldPartners Co.
Press Release, Telstra Signs MOU for Future Stake in World Partners (July 28, 1997), available
at <http://www.att.com.aw/press/yr97/ jul97/97072801.htm> (visited Oct. 31, 1998). In addition,
Uniworld is a joint venture between AT&T and Unisource, a joint venture among Telia
(Sweden), Swiss Telecom and PTT Telecom (Netherlands). See Kristi Essick, Uniworld Gets

Go-Ahead from European Commission, InfoWorld, Nov. 10, 1997, available at 1997

WL 14196226.
®  AT&T/BT Press Release, T 1 Ven of AT&T and BT to Form $10 Billion Global

Venture to Serve Customers Around the World (July 26, 1998), available at <http://www.att-bt-

globalventure.com/news/index.html> (visited Oct. 22, 1998). Just last week, AT&T announced

that it is increasing its efforts to market service through its joint venture with BT, a decision that

press reports described as a reaction to MCI WorldCom’s capabilities. Rebecca Blumenstein,
ively M BT’s Con mmunications Service, Wall St. J.,

Nov. 11, 1998, at B16.

" AT&T/BT Press Release, The Global Venture of AT&T and BT, Questions and Answers

(July 26, 1998), available at <http://www.att-bt-globalventure.com/qa/index.html> (visited
Oct. 22, 1998).
8 AT&T/BT Press Release, T lobal Venture of AT and BT, Questions and Answers

(July 26, 1998), available at <http://www.att-bt-globalventure.com/qa/index.html> (visited

Oct. 22, 1998). MCI WorldCom also makes similar claims. See, e.g., MCI WorldCom
(Footnote continued on next page)
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will do them only if AT&T/BT faces effective competition in global markets. Effective
competition on that scale is not going to come from small companies like e.spire, one of our
critics before the Commission. It is wrong to suggest that standing alone, a company with
current global investments in the $3-8 billion range already has all it could possibly need®' in
preparing to do battle against AT&T/BT, MCI WorldCom, Nippon Telegraph & Telephone
(“NTT”) or Sprint/Deutsche Telekom/France Telecom in what will soon be a $1 trillion global
market.*

Every other major company that aspires to compete globally is entering into comparable
alliances. Sprint, France Telecom and Deutsche Telekom have formed Global One, a joint
venture with an all-digital fiber optic network in over 50 countries and 1,200 points of

presence.®”’” NTT recently invested $100 million in Teligent, a CLEC that is building a digital

(Footnote continued from previous page)

September two-page advertisement, Wall St. J., Sept. 16, 1998, at A12-A13 (“Merging our
networks and unique capabilities has allowed MCI WorldCom to . . . save everyone time and
money. As will the sheer economies of scale that always occur when you consolidate your

communications needs.”).

8! AT&T’s gratuitous suggestion that SBC and Ameritech do not need to merge to compete
globally because there are “foreign carriers” that they can partner with is irrelevant and
disingenuous from a company that has partnered with dominant carriers all around the globe.
See AT&T at 44-45. 1t is not the Commission’s role to evaluate possible alternatives and decide
that some other business plan might be “better” than an applicant’s actual plan.

82 See Public Interest Statement at 35-36. Moreover, as SBC and Ameritech pointed out in
their Applications, the 1996 estimated revenues in the global telecommunications market were
approximately $700 billion. AT&T estimates that by 2001 the global telecommunications
market “will have grown to over $1000 billion.” AT&T and BT, Background to the Venture,
available at <http://www.att-bt-globalventure.com/about/index.html> (visited Oct. 31, 1998). In
1998, the combined international telecom revenues of SBC and Ameritech represents less than 1
percent of that market and an even smaller market share based on AT&T’s estimates for the
future. The numbers alone disprove AT&T’s argument.

8 See Global One, Qverview, available at <http://www.global-one.net/en/map/presence/
pagel.html> (visited Nov. 11, 1998).
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wireless network to reach numerous cities and towns across the United States.®* NTT has also
invested in Nextel and owns a substantial fiber network in the U.S., which, in turn, is connected

with NTT’s other network assets around the world.®
d. Neither SBC Nor Ameritech Alone Would
Incur The Risk And Earnings Dilution Caused
By The National-Local And Global Strate
The National-Local Strategy represents a truly massive undertaking: 30 major markets
that cover portions of over 20 states, 8,000 employees, and billions of dollars of new spending.
Unsurprisingly, SBC and Ameritech project negative cumulative cash flows and earnings from
the project for nearly a decade.®
The accompanying Reply Affidavit of Jack Grubman, a senior analyst at Salomon Smith
Barmney, confirms that neither company alone could suffer the earnings dilution that
implementation of the plan will entail.®*” Our shareholders are mainly conservative individuals
and institutions. The investment community measures the performance of companies like SBC
and Ameritech on the basis of current earnings and dividends. A unilateral undertaking to “go
national” by SBC — an undertaking that would be even larger because it would require entry

into even more new markets®® — would have an entirely unacceptable impact on the price of its

stock.®® Only the merger will spread the earnings dilution over a sufficiently large shareholder

8  See NTT Monitor, NTT to Invest in Teligent, <http://pr.info.ntt.co.jp/mon/97_nov/97novl.
html> (visited Nov. 13, 1998).

8 See NTT Monitor, Qverseas Business Activities of NTT, <http://pr.info.ntt.co.jp/mon/
96_apr/overseas.html> (visited Nov. 13, 1998).

% Kahan Aff. § 58.

*” Grubman Reply Aff. § 7; see also Kahan Reply Aff. ] 44.
8 Carlton Aff. § 24; Carlton Reply Aff. 99 20-21, 41-42.

8 Grubman Reply Aff. g 8-9.
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and revenue base to make the undertaking acceptable to our shareholders and the investment
community.”

Other major telecommunications companies have learned this lesson the hard way.
When MCI announced “MCI Metro” in 1994, its stock price plummeted, even while its core long
distance business continued to perform well.”’ After GTE announced plans to buy BBN and
acquire dark fiber from Qwest, its stock languished by comparison with the RBOCs’ stock. Bell
Atlantic’s stock declined significantly after its 1993 attempt to purchase TCI and Liberty Media,
and that venture, too, eventually collapsed. The market has made clear that scale, scope,
facilities, personnel and — above all — a concrete, prudent, realistic strategic plan — are
essential predicates to any undertaking to compete in local markets nationwide.””> Even AT&T,
which has twice SBC’s revenues, higher profits, more employees, more customers and the most
famous brand name in the telecommunications industry, has had to make a series of acquisitions
and enter into a major global alliance in order to follow a strategy like the National-Local
Strategy.

Commenters argue, nonetheless, that SBC and Ameritech could each finance a national

strategy on its own by simply asking the capital markets for cash.”> But the issue has nothing to

®  Grubman Reply Aff. 9 7-8; see also Kahan Aff. § 79; Weller Aff. 19 34, 36.

°'  See Grubman Reply Aff. § 10.

2 In an attempt to appease the concerns of its conservative shareholders regarding the dilution
that it would experience as a result of its plans to acquire TCI and make major investments to
provide telephone service through TCI’s facilities, AT&T has proposed the creation of two
tracking stocks. Grubman Reply Aff. § 10. Nevertheless, as Mr. Grubman explains, AT&T’s
stock has suffered, and he does not believe that tracking stocks would be an acceptable
mechanism for either SBC or Ameritech alone to execute the National-Local Strategy. Id. § 11.

%3 See AT&T at 36-37, Levinson Aff. 19 2-9; Citizens for a Sound Economy Foundation

at 11-12 (but conceding that the “composition of [SBC’s and Ameritech’s] investors may well
(Footnote continued on next page)
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do with our ability to raise capital;” it has everything to do with the unacceptable dilution of
earnings.” That other small, start-up CLECs can operate on a different financial footing is
equally irrelevant.”® Those who invest in such companies do so on a quite different basis; with
no expectation of current earnings and dividends, they invest in concepts and for long-term
growth, and thus accept much higher volatility and risk.”’ Investors do not value companies of

that kind on the basis of current earnings and, in general, they have little or no earnings to

(Footnote continued from previous page)

change” if the Applicants were to pursue the National-Local Strategy individually (emphasis in
original)); KMC Telecom at 3; MCI WorldCom at iii, 27-31, Baseman/Kelley Decl. {f 76-78;
McLeodUSA at 5-7; CoreComm Newco at 14-16; Focal Communications at 2, 9; Hyperion
Telecomm. at 10; Level 3 Communications at 8-9; Telecomm. Resellers Ass’n at 10. But see

Communications Workers of America at 3.

% Kahan Reply Aff. § 39. Sprint also argues that the merger is not necessary because the
Applicants have not shown that the costs of switches, unbundled loops or other costs will be
significantly higher than they would be if SBC and Ameritech undertook separate expansion
programs. Sprint, Besen Decl. at 12-13. Even if the costs were the same, however, the problem
is that those costs need to be spread over a larger base of revenues and shareholders than either
company now has alone. In any event, as shown elsewhere, see Section I1.B below, infra, the

merger will result in considerable cost savings.

% See Kahan Aff. § 75 (“The problem is not primarily that SBC, on a stand-alone basis, is
incapable of raising the capital necessary to fund the National-Local Strategy.”) (emphasis in
original). Kahan Reply Aff. § 44; Grubman Reply Aff. 99 7-8.

% Richard Klugman and Daniel Cummins, Goldman Sachs, Telcos and Long Distance:

Telcom’s New World Qrder at 25 (Apr. 11, 1997) (“Unlike Goliaths [incumbents], Davids [new
entrants] aren’t burdened by annual dividend payouts. While AT&T, the RBOCs, and GTE

could reduce their combined $10 billion annual dividends if necessary, they would face harsh
criticism from long-standing, income-oriented investors. Davids devote their capital exclusively

to capital spending and strategic acquisitions.”) (“Klugman Report™).

7 Klugman Report at 35; Grubman Reply Aff. § 9.
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dilute.®® And, of course, no company of that kind has undertaken anything approaching the
scope of the National-Local Strategy that will be undertaken by SBC and Ameritech.”

B. The Merger Will Result In Substantial Technology
nergi vings A her Efficienci

No one seriously doubts that mergers can significantly benefit consumers. The
Department of Justice and the Federal Trade Commission recently amended their Merger
Guidelines to recognize expressly that “[m]ergers have the potential to generate significant
efficiencies by permitting a better utilization of existing assets, enabling the combined firm to
achieve lower costs. . . . Indeed, the primary benefit of mergers to the economy is their potential
to generate such efficiencies.”'® This Commission has likewise cited lower prices, improved
quality, enhanced service and new products as examples of consumer benefits resulting from
merger-specific efficiencies that are relevant to the public interest analysis.'"'

We have demonstrated that the merger of SBC and Ameritech will realize over $2.5
billion in benefits from, among other things, the development and marketing of new services, the
consolidation of combined functions and the reciprocal application of best practices. SBC
realized similar benefits in connection with the Telesis merger. The record clearly establishes —

much more clearly than was established by AT&T in its TCG and TCI applications, or by MCI

%8 Grubman Reply Aff. 9 9.

" Nor must CLECs simultaneously open their markets at a cost of billions of dollars, maintain
and enhance existing networks and provide high quality service to such large numbers of current
customers as do SBC and Ameritech.

1% Department of Justice and Federal Trade Commission, 1992 Horizontal Merger Guidelines
§ 4 (as revised April 8, 1997) (1992 Merger Guidelines”).

%" n re Applications of NYNEX Corp. and Bell Atlantic Corp., Memorandum Opinion and

Order, 12 FCC Rcd. 19985, 4 158 (1997) (“BA/NYNEX™); see also MCI/WorldCom 9 9 n.30.
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and WorldCom in their merger application'®? — that the merger will produce concrete and

substantial economic benefits.

1. The Prediction Of Efficiencies Is Based On
1 t hieved In Th lesis Merger

As the attached Reply Affidavit of Martin Kaplan explains, the prospective efficiencies
of the SBC/Ameritech merger have been identified and quantified on the basis of direct
experience: SBC’s experience in delivering comparable benefits in the Telesis merger.

In the aftermath of that merger, PacBell has rolled out a wide variety of new voice and
data services for both residential and business customers — just as SBC promised the
Commission it would.'” SBC and Telesis combined their respective experience in ADSL
services to launch the broadest roll-out of this high-speed Internet access service anywhere in the
United States.'® In California and Nevada, SBC has attractively priced and effectively marketed
vertical services, increasing penetration rates by over 42 percent.'®

The cost savings originally anticipated in that merger are being realized ahead of

schedule and are on track to surpass pre-merger projections. Mr. Kaplan, who has had overall

102 Seelnr ications of Tel m ications Group, Inc. for Transfer of Control,
AT&T/TCG Reply Comments, CC Docket No. 98-24, at 22 (filed Apr. 27, 1998) (The merger
will “result in . . . cost reductions, productivity enhancements, [and] improved incentives for
innovation.”); In re Applicati f WorldCom Inc. and MCI Communications for Transfer
of Control, MCI/WorldCom Joint Reply, CC Docket No. 97-211 at 12 (filed Jan. 26, 1998)
(increased scale will result in “opportunities to reduce costs by avoiding expenditures on
duplicative activities, greater purchasing power, and the adoption of best practices”) (citing
WorldCom SEC Form S-4).

'3 These services include Caller ID with name delivery, on-demand features such as pay-per-
use Three-Way Calling, enhanced internet service, home packs with ISDN/Internet service,
managed frame relay service and web hosting. Kahan Aff. 4 98.

194 Kaplan Reply Aff. §§ 22-24.
195 Kahan Reply Aff. § 34.
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responsibility for these integration efforts, explains how SBC identified and implemented cost-
saving and revenue-enhancing strategies in over 350 specific areas of the combined company’s
operations.'” The SBC/Telesis merger will generate over $2 billion in total synergies, to the

ultimate benefit of consumers and competition.'”’

At the same time, and contrary to some of the commenters’ assertions, the quality of local
telephone service in PacBell’s region has unquestionably improved. California customers have
seen a 60 percent reduction in repair time and an 80 percent reduction in service installation
time. The informal complaint rate on repairs fell more than 50 percent between April 1997 and

April 1998.'%

2. The Merger Will Result In Substantial Synergies
hat Would Not B hieved Without the Merger

a. 1 And Product Development Synergies
TRI. Combining their research and development efforts will enable SBC/Ameritech to
deliver new and improved telecommunications services to customers faster, more effectively,

and at a lower cost. SBC’s research and development subsidiary, TRI, has over 300 employees

1% Kahan Reply Aff. 99 6-13.

197 Kahan Reply Aff. § 11. SBC also followed through on its commitment to use its wireless
expertise to accelerate the build-out and improve the quality of Pacific Bell Mobile Services’
(“PBMS”) new wireless service. Management synergy, together with increased investment, has
enabled a faster build-out of the PCS network and improvements in network quality and stability
through engineering design modifications. Moreover, using SBC’s experience in competitive
pricing and cost-saving efficiencies (including significant cost savings in procurement), PBMS
was able to offer lower rate plans. Id. § 15. PBMS was also the first wireless carrier in
California to offer a rate plan including all of California and Nevada as a single calling area with

no roaming charges. Id.
1% Kaplan Reply Aff. § 41; Gilbert/Harris Reply Aff. 99 21-22.
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and a $73 million budget.'” Ameritech has no counterpart to TRI; rather it does some of the
research and development internally and outsources a portion of this work. In approving SBC’s
recent acquisition of SNET, the Connecticut Department of Public Utility Control identified
access to TRI as a “major benefit of the merger for Connecticut’s residential and business
communities,” a “material addition” to SNET s ability to commercialize new
telecommunications technologies and therefore “critical to the future economic development of
this state.”''° “Following the Merger, TRI will offer SNET and its customers earlier access to
superior products and services and an enhanced telecommunications network,”'!! the DPUC

concluded. There is every reason to expect that the SBC/Ameritech merger will realize similar

benefits.!'?

New Technologies. The merger will permit SBC and Ameritech to compound the
benefits of a number of efficiency-enhancing technologies. SBC, for example, is developing a
product to use the Global Positioning System (“GPS”) satellite network to monitor the location
of repair trucks, improve utilization, enhance driver productivity and improve safety.'’> No other

telephone company has deployed similar technology. Similarly, Ameritech has recently

199 See Kaplan Reply Aff. § 20; SBC Technology Resources, Inc., About TRI, available at
<http://www.tri.sbc.com/About_ TRI.html> (visited Nov. 12, 1998).

S 1 icati B mmunications Inc. an thern New England

Telecommunications Corp. for a Change of Control, Decision, Docket No. 98-02-20, at 41
(Sept. 2, 1998) (emphasis added) (“Connecticut DPUC SBC/SNET Decision™). The FCC also

noted this ﬁnding in its Order approving the merger. See In re Applications for Consent to the
Ir rof lofLi Authorizations from Southern New England

Telecommun lga_t ons Corp. §Q SBC Communications, Inc., Memorandum Opinion and Order, CC

Docket No. 98-25, FCC 98-276, 1998 WL 740632, 9 45 (1998) (“SBC/SNET”).

it Connecticut DPUC SBC/SNET Decision, at 65.
"2 See Carlton Reply Aff. 9 108-10; Gilbert/Harris Reply Aff. §9 45-55.

'3 See Kaplan Reply Aff. ] 21; Carlton Reply Aff. § 117.
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launched a new service, “Ameritech Privacy Manager,” which allows customers to screen out
unwanted telephone calls. This service can be made available to SBC’s customers as well. '
ADSL. SBC has advanced further in its deployment of ADSL services than any other
incumbent local telephone company, in large part because the SBC/Telesis merger combined
TRI’s expertise in “telecommuting” and other ADSL technical applications with Telesis’
expertise in working with ISPs and DSL management system technology.''> Southwestern Bell
began an ADSL market trial in Austin, Texas in September 1997;''® since July 1998 the primary
focus of the company’s ADSL effort has been a large-scale deployment in 87 PacBell offices
that serve approximately 4.4 million households and 650,000 business customers.''” That
initiative has given SBC valuable experience in the effective marketing, provisioning and pricing

of ADSL services. Ameritech has developed its own ADSL service too, but has had only a

1% See Carlton Reply Aff. 1117.

'3 SBC’s proprietary DSL management system, which was developed by Telesis, is an
application that receives and coordinates service requests, provisions ADSL virtual and physical
components, and distributes provisioning information. The system provides support to multiple
organizations within the company and other external companies that perform different functions
to process requests for ADSL service. See Kaplan Reply Aff. 4 22.

He Beginning in September 1997, SBC deployed ADSL to four central offices in Austin, Texas
in a market trial that has been extended through April 1999. SBC plans to deploy ADSL in the
first through third quarters of 1999 to all 271 central offices in Texas, Arkansas, Missouri,

Kansas and Oklahoma. See Kaplan Reply Aff. § 24.

17 See SBC Press Release, ommunications nces Broad ADSL Deployment

Across California (May 27, 1998), available at <http://www.sbc.com/News/Article.html?
query_type=article&query=19980527-02> (visited Nov. 4, 1998); Kaplan Reply Aff. §23;

Carlton Reply Aff. 114,
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limited roll-out.''® The merger will enable Ameritech to use the experience of SBC’s California
initiative to accelerate deployment, reduce costs, and improve efficiency and service quality.'"
It comes as no surprise that Sprint is the company that would most like to thwart these
particular benefits of the merger. Sprint has announced plans to roll out its own high-speed,
digital network (ION) nationwide. But Sprint’s affiants make clear that ION is still in the
rudimentary stages of development, lacking both a billing system and critical network
software.'?® With its engineers far from ready to deliver a service of their own, Sprint instead
complains that SBC and Ameritech lack incentives to innovate, and — at the same time — that
they are merging so as to thwart competition in the market for innovation.'?' But as a price-
capped company facing rapidly escalating levels of competition, SBC/Ameritech will have
abundant incentive to innovate. Amid the many sources of innovation in the telecommunications

industry, the merger of SBC and Ameritech cannot possibly have any adverse impact on

competition in the rapidly expanding market for telecommunications innovation,'*

118 See Carlton Reply Aff. § 115.

19 Kaplan Reply Aff. § 25; Carlton Reply Aff. §J 111-16. As noted by AT&T’s chief
technology officer, in the competition for high-speed digital communications, the “advantages
are not going to be that we have technology that no one else has”; instead, “the market is going
to be won by better understanding the customer and getting services in the right places.” Scott

Thurm, Keeping the Customer Satisfied, Wall St. J., Sept. 21, 1998, at R-24 (quoting David
Nagel of AT&T).

120 Sprint, Agee Aff. at 7-8.
121 Sprint at 64-65.
'22 " Gilbert/Harris Reply Aff. § 43-45.
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b. Cost Savings And Capital Expenditures

By 2003, as we have demonstrated earlier, the SBC/Ameritech merger will result in
expense savings of $1.17 billion and reductions in capital costs of $260 million.'” These
projections are based on actual results achieved in the SBC/Telesis merger. They reflect SBC’s
real-world experience in eliminating duplication and aggressively extending “best practices”
company-wide.'**

Comments suggesting that “best practices” would be shared anyway, absent the merger,
are absurd. Independent companies do not share their best practices with each other. 1 Bven if
they did, effective implementation of such practices requires unified management. “Best
practices” are identified only by systematically and aggressively comparing one way of doing
business with another. That inevitably happens when two companies in similar lines of business
merge their operations; it can rarely happen otherwise. It happened after SBC merged with
Telesis. Hundreds of ideas were shared and combined, and the upshot was costs lowered by over
$1 billion per year.'?¢

c. r ment Savings

The merger will also permit SBC/Ameritech to save a great deal on procurement, as

experience in the Telesis merger again confirms. SBC/Telesis has successfully renegotiated

'2 " public Interest Statement at 38. These cost savings break down as follows: $381 million in
procurement savings, $201 million in administrative (headquarters) costs, $390 million in
support functions, $313 million in telco operations, and $146 million in other lines of business
(Internet, Yellow Pages, Wireless, Long Distance and International). Kaplan Aff. § 17, 20-25.

124 Carlton Reply Aff. 99 92-97. See also Gilbert/Harris Reply Aff. 4§ 19-21, 23-29.
125 Carlton Reply Aff. 1 88-91; Gilbert/Harris Reply Aff. 9 25-26.
126 Kaplan Reply Aff. 9 30; Carlton Reply Aff. 49 95-97.
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hundreds of existing agreements, and saved hundreds of millions of dollars as a result.'”” The
cost of providing service has fallen commensurately.'®

Some commenters argue that SBC and Ameritech could realize similar results by
participating in buying consortia.'”’ SBC has in fact participated in a number of buying
consortia, but has learned that any cost savings extracted from vendors are dissipated by the new
cost of negotiating with the consortium."*® Moreover, purchasing requirements for the R&D and
innovation efforts that result in differentiated products must be filled privately to maintain
confidentiality. The procurement of equipment for the implementation of our National-Local
Strategy cannot possibly occur through consortia because other members would have to be actual
or potential competitors. In any event, buying by consortium is practical only when the buyers
are purchasing identical, commodity-like products. It is not useful or feasible for the purchase of

the big-ticket customized products that major telecom carriers typically use.

d. Delivery Of Services Valued By Customers
In approving SBC’s merger with SNET, the Connecticut DPUC characterized SBC as

“an international leader in the development and marketing of new telecommunications

services . . . .”"*! SBC currently leads the industry with a penetration rate of 2.45 vertical

'2"" For example, SBC was able to negotiate the discount on an existing contract from one that
provided SBC with a 30% discount, to one that gave the merged firm a 42% discount, resulting
in a total savings of $8.6 million. The renegotiation of another contract resulted in a 3 percent
savings for SBC and a 20% savings for Telesis, representing savings in excess of $6 million.

Kaplan Reply Aff. § 36.

'28 Kahan Reply Aff. q 36; see also Carlton Reply Aff. § 97 (detailing savings).
129 Qee, e.g., Sprint, Besen Decl. at 37.

139" Kaplan Reply Aff. 99 37-38.

131 icut D /SNET Decision at 42.

-42 -



features per access line.'*” Bringing this same expertise to Ameritech’s region will yield over
$430 million from increased sales of vertical services and second lines.'*

Contrary to the allegations of certain commenters, SBC’s packaging of these services
typically lowers prices for customers. Prior to the SBC/Telesis merger, for example, PacBell
offered a few packages of two to four vertical services at a 10 percent discount. At SBC’s
instigation, PacBell began offering two new packages at higher discounts after the merger.'**
The merger will extend similar benefits to Ameritech’s customers, and the new SBC/Ameritech
will realize similar revenue increases.'’

III. COMPETITIVE EFFECTS OF THE MERGER

We have shown that the SBC/Ameritech merger will produce numerous competitive and
other public benefits with no adverse competitive effects in any relevant market. In this section
we address the principal competition-related claims by our opponents, and in the last two
appendices (A and B) to this Reply we address various allegations regarding the Applicants

which, in any event, pertain to matters completely unrelated to this merger.

132 public Interest Statement at 47; Kaplan Aff. q 8.

133 Kaplan Aff. 49 8-10. In addition, as explained in Mr. Kaplan’s initial affidavit, SBC
estimates another $233 million in expected sales growth from Centrex, data services, directory
publishing and wireless business. Id. 9 11-14; see also Carlton Reply Aff. 19 98-100.

34 The “Basics” package provides customers a 22% discount on a package of four features, and
the “Works” package offers customers a 54% discount on a package of ten features. PacBell
customers who elect to purchase one of these packages of services may do so at a substantial
discount off the pre-merger prices. Kaplan Reply Aff. § 34.

'35 Gilbert/Harris Reply Aff. § 19.

-43 -



A, The Merger Will Not Substantially Lessen
1 P ial Competition

Apart from cellular overlaps that must and will be resolved in accordance with the
Commission’s Rules, there is no significant actual competition between SBC and Ameritech. As
to that point, there is no genuine dispute. Our opponents focus on potential competition instead.
They argue that Ameritech and SBC should be considered “most significant market participants”
in some or all of each other’s markets,'*® particularly the “mass market” for local exchange and
exchange access services.'”’

Some of the opponents suggest that every RBOC is a significant likely competitor of
every other RBOC, everywhere and always.'*® The Commission has made it clear, however, that
“local exchange service” is indeed geographically local.'”* The Commission has already rejected

the notion that all RBOCs are automatically most significant market participants in the territories

of other RBOCs.'*°

136 See, e.g., Sprint at 11-20; Swidler Group (Hyperion Telecomm. at 26-30; Focal
Communications at 12-15; Level 3 Communications at 27-34); AT&T at 22, 24-27.

37 BA/NYNEX 4 70; Inr lications of Teleport nications Group and AT&T Co
Memorandum Opinion and Order, CC Docket No. 98-24, FCC 98-169, 1998 WL 413204, 9 33

(1998) (“AT&T/TCG”).

138 Consumer Federation of America/Consumers Union at 3-7; Texas Office of Public Utility
Counsel at 6-7.

1% See, e.g., BA/INYNEX 19 54-57; AT&T/TCG ¥ 21; MCI/WorldCom 9 166. Texas Office of
Public Utility Counsel’s argument that the relevant market is becoming a national one, Texas
Office of Public Utility Counsel at 6, if accepted, would support the Applicants’ contention that
the merger will stimulate competition on a national and global basis. Texas Office of Public
Utility Counsel’s alternative argument that the relevant market is “the combined serving areas of
SBC and Ameritech, with the exception, perhaps, of more rural areas,” id., is not supported by
any comprehensible analysis and is simply blatant gerrymandering.

40 BA/NYNEX 993;seealsoInr lications of Pacific Telesis Group and SB
Communications Inc., Memorandum Opinion and Order, 12 FCC Rcd. 2624, 99 19-28 (1997)

(“SBC/Telesis”).
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As to the more specific allegations of potential competition,'*! the controlling facts are
not in serious dispute. First, SBC and Ameritech both explored the possibility of competing in
each other’s region — and both rejected that idea, each concluding that it would start at a
significant disadvantage to the major IXCs and other CLECs. Second, neither SBC nor
Ameritech has advantages that make it a “most significant” entrant in the other’s markets. Third,
numerous other firms are at least equally qualified and more likely to enter.

Determining whether a firm is a future competitor in a market, let alone a significant
future competitor, is a difficult predictive exercise, highly prone to error. The Federal Trade
Commission and most courts that have weighed potential competition arguments have
accordingly insisted on clear proof that entry was in fact likely.'*> As the FTC has held, failing
to credit a company’s decision to reject entry into a market “would place the Commission in the
undesirable position of substituting its business acumen for that of the acquiring firm, and of
ignoring the apparent conclusion of the acquiring firm at the time of the acquisition that both the

acquisition and other alternative investments would be more profitable and otherwise more

sensible than independent entry.”'*

14 gee e.g., AT&T at 22, 27; Consumer Coalition at 14-15; Sprint at 11-20; Swidler Group
(Hyperion Telecomm. at 26-34, Focal Communications at 12-16, Level 3 Communications

at 27-35).
42 FTC v. Atlantic Richfield Co., 549 F.2d 289, 294 (4th Cir. 1977); B.A.T Industries, 104

F.T.C. 852, 926 (1984); see also Tenneco Inc. v. ETC, 689 F.2d 346, 353-54 (2d Cir. 1982)
(despite evidence of Tenneco’s interest and incentive to enter market and consideration of entry,

FTC’s finding that entry was likely based on unsupported speculation); Areeda & Hovenkamp,
Antitrust Law 819 (1996 Supp.) (describing trend to place more weight on evidence of actual
plans and intentions).

14 B.A.T, 104 F.T.C. at 928.
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1. Ameritech Is Not A “Most Significant
k: icipant” In SBC’s Marke

a. St. Louis

The affidavit of Paul G. Osland, submitted with the Public Interest Statement,
demonstrated that Ameritech Cellular’s “Project Gateway” in St. Louis was intended to be very
limited and entirely defensive. Its purpose was to enable Ameritech Cellular to offer its
residential cellular subscribers in St. Louis a bundled offering of local exchange, long-distance,
and wireless service to forestall the loss of these customers to the anticipated bundled offerings
of Ameritech’s wireless competitors. Several commenters still argue that Ameritech should be
considered a most significant market participant in St. Louis.'** But they fail to refute the
showing we have already made that Ameritech’s actual plans for Project Gateway at the time of
its agreement to merge with SBC contemplated only a limited, unproven, resale offering to
Ameritech’s existing cellular customers.

Sprint’s selective and out-of-context quotations of boilerplate language from several
regulatory documents and press statements made in connection with Ameritech’s general
consideration of out-of-region expansion or its promotion of Project Gateway itself do not
undermine the fundamental facts set forth by Mr. Osland. For example, the fact that Ameritech’s
subsidiary, Ameritech Communications International, Inc. (“ACII™), filed a Missouri CLEC
application in May 1996, almost a year before Project Gateway was even proposed by

Ameritech’s cellular business unit, does not contradict the fact that Ameritech’s ultimate actual

144 Gee Sprint at 11-17; Hyperion Telecomm. at 26-30; Focal Communications at 12-15;
Level 3 Communications at 27-31; AT&T at 25-27.
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consideration of entry was exclusively cellular-based.'* Furthermore, when the Missouri Public
Service Commission (“MPSC”) granted ACII’s amended application for CLEC certification on
February 28, 1997, its order clearly indicated that ACII would operate as a reseller.'*® That the
MPSC understood that ACII would provide local exchange service via resale and not on a
facilities basis is reiterated in the MPSC’s December 1997 decision approving ACII’s tariff. 147
These early efforts to obtain CLEC authority in Missouri are in no way inconsistent with Mr.
Osland’s Affidavit regarding the origins of Project Gateway, which devolved to Ameritech
Cellular after other Ameritech business units lost interest in potential out-of-region activities. As
discussed below, ACII abandoned its plans in St. Louis and never separately provided any

service in St. Louis pursuant to this certification. Ameritech Cellular decided to use the

145 Most Ameritech state CLEC certifications were obtained by ACIIL. Indeed, ACII filed for
long distance resale authority in all out-of-region states and for local resale authority in a number
of other states including, for example, Georgia, Florida, Colorado, Kentucky, New York and
North Carolina. Seg Notice of Ex Parte Presentation from Antoinette Cook Bush, Counsel for
Ameritech, to Magalie Roman Salas, Secretary, Federal Communications Commission (Oct. 13,
1998) (submitted in CC Docket No. 98-141).

146« Ameritech cannot price its resold services until it has reached price agreements with the

ILECs from which it will purchase those services.” In re Application of Ameritech

Communications International, Inc., for a Certificate of Local Exchange Service Authority to

Provide an 11 Basi 1T mmunications Service and Local Exchange
Telecommunications Service, Report and Order, Case No. TA-96-415 at 6 (Mo. Pub. Serv.

Comm’n Feb. 28, 1997) (emphasis added), available at <http://www.ecodev. state.mo.us/psc>
(visited Nov. 13, 1998). Contrary to Sprint’s assertions, the tariff application simply noted on
the title sheet that “[a]t such time as Carrier provides facilities-based service, Carrier will file an
access tariff.” Nowhere in its tariff P.S.C. Mo. No. 2 did Ameritech indicate it was providing or
would provide facilities-based service. Neither ACII nor Ameritech Cellular ever filed an access

tariff to provide facilities-based service.

147 «At the present time, ACII intends to offer services by resale, only.” In re Application of
i ications Int ional, Inc., for a ificate of Local Exchange Service

Authority to Provide and/or Resel]l Basic Local Telecommunications Service and Local
Exchange Telecommunications Service, Order Approving Tariff, Case No. TA-96-415 (Mo.

Pub. Serv. Comm’n Dec. 3, 1997), available at <http://www.ecodev.state.mo.us/psc> (visited
Nov. 13, 1998).
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